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Summary 


The governmental organization, economic 
development and finances of the countries of 
Southeast Asia have been traditionally control¬ 
led by v 'estern powers. During the war, this 
control has shifted from Great Britain, the 
Netherlands, and the United States to Japan, 
but the basic colonial character of the area 
has not been altered. The Allied Military 
authorities will, therefore, be confronted with 
financial problems in these Far Eastern areas 
differing in type from those likely to arise 
in the European theater of operations. 

It will probably be necessary to re¬ 
place the local currency, now issued solely 
by the Japanese occupation authorities or by 
Japanese-dominated institutions. Supplies 
of new rotes would have to be prepared in the 
United States or in other Allied countries, 
because there are no local engraving and print¬ 
ing facilities. A far-reaching reorganization 
of the financial system will also be necessary, 
inasmuch as the agencies which now provide 
banking, savings, and credit facilities to the 
local population are predominantly Japanese. 
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i. Japanese monetary policy in ci-ita 

Contrary to tfce general belief, the Japanese Army 
rather than the German Army Fas the first to experiment 
with en occupation currency in areas of war operations or 
under military government. In the course of the v r ar of 
1894-95 against China, the Japanese Government decided that 
"Army assignats" denominated in tael (the Chinese silver 
monetary unit) should be issued, but few of them had been 
put into circulation when peace Fas concluded. During the 
var against Aussia in 1904-05, the Japanese Army adopted the 
system of open .market purchases of goods and services by 
means of "military assignats" denominated in yen and re¬ 
deemable in silver coins by the Yokohama Specie Dank in im¬ 
portant to”ns in Korea and Manchuria. As local inhabitants 
showed reluctance to accept these rotes freely, particularly 
because of the cumbersome procedure for their redemption in¬ 
to silver, the Japanese military administration in Korea 
and Manchuria issued proclamations making the assignat legal 
tender, side by side **ith the local silver currency for taxes, 
rent, and other payments, and providing penalties for specu¬ 
lative crchango.transactions. At the time, the Japanese 
Army alleged that tho military assignats vero issued "in 
conformity v;;‘;.th Article 52, Paragraph 3 of* the Haguo rules, 
as a form of receipt for commodities." 

During,the Manchurian campaign of 1931-32, tho 
Japanese Army, instead of issuing military notes directly, 
relied upon the Eank of Chosen (the bank of issue of Korea) 
to supply.currency and provide banking facilities. Chiefly 
a.v a result of its operations on behalf of the Japanese Army, 
noto circulation of the Bank of Chosen rose from 75 million 
yen.on.June 30, 1931, to 222 million yen at the close of 1935 , 
when gradual withdrawal Fas initiated. Notes of the Central 
Ban?: of. Manchou-, the bank, of issue of “Manchouko," vrero 
issued - instead. 

During the first year of hostilities in China (summer 
1937-autumn 1935), the Japanese Army used notes of tho Bank 
of Chosen .in North China and notes of the Panic of Japan in 
Central China, although a script denominated in yen, the so- 
called "military yon*" was also used to somo extent. However, 
tho practice of using currency in occupied territories which 
v/as valid for circulation in Japan had disturbing effects 
upon Japan*s monetary structure — particularly undor the 
system of exchange control and prohibition of repatriation 
of domestic currency from abroad, which had boon introduced 
in 1933 and made more strict after 1937. Consequently, this 
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practice was definitely abandoned in the autumn of 1938 , and 
military yen notes were thereafter made the sole legal tender 
of the Japanese Army in occupied China. They were used parti¬ 
cularly in Central and South China, while in Forth China the 
Japenose made use of the new local currencies issued by 
Japan.so-dominated central banks (Bank of Tonyolia and Federal 
•Reserve Bank of China). 

The military notes were printed by the Bank of Japan 
and disbursed by the Yokohama Specie Bank, acting as the agent 
for the Japanese Army in China. They did not represent an 
obligation of these banks, they lacked the coverage of a 
bullion and/or foreign exchange reserve, they ^erc not conver¬ 
tible into free yen accounts with Japanese banks, and they 
were not redeemable, in gold and silver or foreign cxcbanco. 

In the jc ginning, the Japanese military authorities 
did not fix an official exchange rate between the military 
yen and the Chinese currency. The prewar (1937) rate between 
yen and yuan- was very close to 1:1. During 1938, 1939 and 
194C, however, the military yen was quoted in China consider¬ 
ably below this parity—from 0.60 to G.9C national yuan. In 
December 1940, Japanese.’authorities in China decided to im¬ 
prove the exchange rate of thwir currency and adopted a 
deflationary course by prohibiting the extension by Japanese 
financial institutions of new credits in military yon, v-hilo 
continuing to collect 'those previously made. The upward 
trend initiated by this financial measure was supported by 
‘administrative steps, which made the note solo legal tender 
for certain payments (taxes, railway fares, etc.)*. Under 
pressure from these forces,- the military yon rose to a rate 
of 2.30 - 2.50 national yuan in the spring of 1941 , at which 
point the-Japanese Army resolved to stabilize de facto the 
value of tlx military yen. ‘‘hen Japan went to war with the 
United States and the British and Dutch Empires in December 
1941, the value of the currency of the Japanese-dominated 
Central ‘deserve* Eank of China at Banking ' : as officially 
fixed at a rate of 1 military yon to 4 Central Reserve 
•yuan 5 the rate 't.s subsequently changed on Uay 20 , 1942 , 
to 1 military yen to 5.50 Central .eserve yuan; This 
measure resulted in the pegging of the' monetary standard 
of Central China to the military 2 'cn rather than to the yen 
itself, as had been the ease with-the currencies-of Tdngolia 
and forth China.- 


The military yen were put into circulation in payment 
for goods and services by the Army of occupation and with¬ 
drawn through fiscal levies and sale of goods and services by 
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the Army of occupation. According to Japanese sources, the 
closest cooperation was established between the Ministry of 
Finance, the Army's Finance Corps, and the Bank of Japan, 

The note policy of the authorities was said to be one of 
restricting the amount outstanding through rapid withdrawals. 
The amount outstanding at various times, however, was consider¬ 
able, It was officially reported to have totalled 68 million 
military yen in January 1940 and 100 million military yen in 
June 1940, Later developments were clothed in considerable 
secrecy. The amount of notes in circulation in 1941 was 
variously estimated, from a minimum of 120 million military 
yen in Central China, to a maximum of 600 million in all 
par + s of Central and South China. By the end of 1942, 
outstanding military yen notes were estimated by certain 
sources at 1,600 million, the largest part being in circula¬ 
tion in-Central China. 

On April 1, 19^3, the Japanese authorities suspended 
the issuance of military yen notes, * r hich were then gradually 
withdrawn and exchanged for local currency. Military outlays 
in China have been henceforth effected in local currencies 
issued by bunks under Japanese domination, namely, in yuan 
notes of the Ear;': of Mongolia in Inner Mongolia, in yuan notes 
of the Federal reserve Dan:: of China in Forth China, and in 
yuan notes of the Central Reserve Eank of China in Central 
China, Ho*.’ever, tire military yen notes continued to be 
used as the prevailing means of payment in South China at 
least until October 1943, when announcement was made of 
their ’"ithdrawal# 
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II. JAPAil.SE MOFETAPY POLICY B T SOUTHEAST ASIA 


“ith the occupation of the colonial areas of South¬ 
east Asia duriir the first oart of 1942, Japan was con¬ 
fronted v-ith the tasks of liquidating a financial organiza¬ 
tion largely controlled by foreign and enemy interest.and, 
at the same time, of maintaining stable monetary standards. 

The measures designed to cope with the situation were out¬ 
lined in a reoort of a Government Committee on Public. Finance 
and ? T oney, set up immediately after the opening of the 
Pacific war and including representatives of the Army, Favy, 
and Finance Ministries* The committee was presided over by 
Mr. Shoji Arakawa, an official of the Bank of Japan. The 
measures taken by Japanese military authorities with regard 
to money and banking in Southeast Asia followed closely 
the general principles formulated by this committee. 

Separate measures were recommended for the period 
of military hostilities and for the subsequent phase of 
military occupation, during which more importance was to 
be attached to economic reconstruction. The monetary measures 
suggested for the first phase were not made applicable to 
Thailand and. .French Indo-China 11 because money in these coun¬ 
tries is in a stable position.” Flans for the second ohase, 
however, were intended for all countries of the Greater East 
Asia Co-Prosperity Sohere. 

The general recommendations of the committee were that 
the Japanese military note be given ”the position of legal 
tender to improve the purchases of rav r materials in the 
Southern regions 11 and that 11 enemy native currencies should 
be devalued or their circulation prohibited.” 

Specifically the Committee recommended that: 

1.. During the first phase, the Japanese military 
note should not be directly related to local 
currencies if sued prior to the opening of the 
war and, as an anti-inflationary measure, the 
issuance of military not: s for non-military pur¬ 
poses should be minimized, while steps s ho'old be 
taken to sell special debentures to the public and 
promote lottery and insurance; 

During the second ohase, a managed currency system 
based on the Japanese yen should be introduced in 
all countries; the military notes should circulate 
side by side with local bank notes; and a central 
bunk should be established in every country under 
tho supervision of the Eank of Japan.. 
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The Committee; also pointed out that it would be 
difficult to determine exchango rates between the yen and 
the Southern currencies on the basis of superficial factors. 
The rate should be decided on the basis of the trade rela¬ 
tions of, and the economic conditions obtaining in, the 
various countries. The Committee placed special emphasis 
uoon the need for maintaining stringent exchange control 
over th-j var5.ous currencies of the Grcator Cast Asia Co- 
Prosperity Sphere. 


C urrency exchange Ratos 

The Japanese military notos played a moro important 
role in the- Pacific war than thoy did in the war with China, 
because they were used hot only for military expenditures, 
but also for financing reconstruction outlays and administra¬ 
tive deficits, thus becoming the general means of payments. 

The military notes issued in Southeast Asia, were, rath one 
exception, denominated in the local monetary unit and not in 
yen, as had been the ease in China, rotes for Malaya wore in 
Malay dollars, for the Philippines in pesos, for the Nether¬ 
lands Indies in guilders, and for Burma in rupees. For 
geographic md political reasons, military yen notcs(thc samo 
as those in circulation in South China) were issued in Hongkong 
at a fired rate of 1 military yen to 4 Hongkong dollars. 

In Thailand and French Indo-China the local currencies con¬ 
tinued to be recognized as the sole legal tender. 

For a varying length of time after occupation, the 
pro-occupation local currencies continued to circulato side 
by side vith the military notos issued by the Japanese. The 
withdrawal of the peso currency issued by the Philippine 
Commonwealth and its replacement by military peso notes issued 
by the Japanese army was announced in May 1942. Similar 
measures were not taken in Hongkong until June 1943. The 
introduction of the military guilder, dollar, and rupee notes 
in tho Motherland Indies, Malaya, and Burma took place gradually, 
and pro-occupation local currencies were never officially 
withdrawn. The military notes wore used exclusively for 
internal purposes and not in the financing of trade, either 
inter-regional or between Southeast Asia and occupied China 
or Japan, .accounts for such transactions were made and settled 
in terms of military yen. 

Tho value of the military note was immediately f:<xod, 
upon occupation, at par (Is 1) with the local currency. 

However, tlx, rate between the local military notes and tho 
military yen and the rate between the military yen and tho yen 
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circulating in Ja^an r, erc not fixed until 1943. Under 
conditions of strict exchange and trade controls, the Japanese 
nilitary authorities and the Yokohama Specie Bank vcrc thus 
able to manipulate exchange rates and vary them in accordance 
vith economic, strategic, or political objectives. 

In 1943, steps v-cre taken towards introducing a uniform 
,-ysten of exchange rates throughout Southeast Asia. The 
exchange rate bet 1 can the yen circulating in Janan and the 
military yen used in occupied.areas r *as fixed at par (1:1) 
in February 1943. In March, a Japanese report stated that 
"the value of the Malay dollar, the Sumatra and Java guilder, 
and the Burma rupee have been fixed at parity.” An official 
rate of one Java guilder to one military yon v:as announced 
at approximately the same time, and the rate between the Java 
guilder and the Indo-China piastre ^as also fixed on the basis 
of the yen cross-rate, i.c., Indo-China piastro In yon 
C.97';: Java guilder 0.976. Presumably th~ rates betreon 
the yen and the Burma rupee, the Malay dollar and the Philippine 
peso rorc also to be established at a parity of 1:1. Apparently, 
ho- ever, no official statement to that effect has been issued 
by the Japanese authorities. In April 19^3 the rate between 
the yen and the baht, the local currency of Thailand, v-as 
set at a parity of 1:1. Bef tg the v:ar the rate had been 
baht 1: yen 1.25-5; the rate of baht 1.551- yon 1 had, hop- 
over, been introduced in February 1942 ’'hen the baht's link 
to sterling vas abandoned. 

These readjurtments of exchange rates in Southeast 
Asia rere not guided by purchasing oo”er parities or trade 
relations, but by the fundamental political principle of 
bringing about a Uniform value between the various local 
currencies and the yen. As a result of these adjustments, 

. the currencies of Southeast Asia suffered devaluations to 
differing extents as compared v;ith prevar yen parities: 
the Hongkong dollar by 75 percent, the guilder by 66 • percent, 
the peso by 53 percent, the Malay dollar by 47 percent, the 
baht by 25 pore, nt, the rupee by <3 percent, and the piastre 
y less than one percent. It may bi suggested that devalua¬ 
tions roro not entirely unjustified, as the official r, holc- 
sale price index in Japan has remained comparatively stablo 
(1941-296: January 1743 - 3C2), vhilc the disruption of 
internal coronic activities during the course of military 
operations nd the diversion of foreign economic relations 
under -tlv, regime of Japanese military administration had 
caused considerable rises of prices in Southeast Asia. On 
th, othur hand, the rates of devaluation that rrer^ actually 
applied ’*--rc not relate-’ to th<- changes v ?, ->ich had taken place 
in the economy ol the various countries. 



-7- 


Exnansion of Japanese Financial Domination 

A different policy was followed toward the financial 
structure of Indo-China and Thailand, the governments of 
which had adopted a policy of collaboration, from that 
followed in the Southern countries, the Philippines, Nether¬ 
lands Indies, Malay, and Burma, which were placed under 
military administration. 

In both Indo-China and Thailand the pre-existing 
financial structure T "as maintained and integrated into the 
monetary and credit system of the Co-Prosperity Sphere, The 
Bank of Indo-China, ^hich technically belongs to the group 
of 11 coIonian central banks" of the French Empire, entered 
into a clearing arrangement with the Yokohama Specie Bank 
in august 1941 (renewed in July 1942 and August 1943), 
agreeing to make available piastre funds for Japanese military 
requirements and the financing of Indo-China-Japan trade. 

In Thailand a law passed on Fay 6, 1942, provided for the re¬ 
organization of the National Banking Eurcau (the note issue 
department of the Ministry of Finance) into a new Bank of 
Thailand entrusted with the functions of rote issue, ex¬ 
change transactions, exchange control, handling of official 
financial transactions and control over Thai banks. In 
June 1°42, the reorganization of the bureau into a central 
bank was implemented by a 2C0 million yen loan granted by 
the Bank of Japan in substitution for the bureau*s sterling 
assets frozen in London and as coverage of the note issue 
of the nc rt bank 

In Southeast ^sia, private banking institutions 
controlled by enemy interests (Fongkong and Shanghai Banking 
Corporation, Chartered Ban): of India, Australia, and China, 
Mercantile Bank of India, Nederlandschc Handcl-Maatschapnij, 
rcd-.rlandsch Indischc Handolsbank, National City Bank of 
Few York, etc.)* were closed immediately upon Japanese occupa¬ 
tion, and their liquidation entrusted to the Yokohama Specie 
Ban 1 : and the Bank of Taiwan. 

The closing of those institutions deprived Southeast 
Asia of essential banking facilities. Therefore, in order 
to provide for the management of the issue of military notes, 
for the handling of funds of the armed forces, and for new 
banking facilities, the Japanese Government, in March 1942, 
organized a South Teas Development Bank, capitalized: at 
100 million "on and authorized to issue debentures up to ten 
times its capital. The bank was entrusted r, ith the functions 
of a general financial in- titution in the fouthorn region, 
namely, providin' commercial and industrial credit, dealing 
v, ith trade t ud investments, performing domestic and foreign 



transact lore-, and supplying funds to local governments and 
adnuni^trations in occupied areas, It opened branches in 
the Philippines, Netherlands Indies, Kalay and Burma and 
played a most important role during the period preceding the 
organization of local central banks. In addition, native 
banking firms (Chinese, ; Indian or local), the importance of 
*'hich varied r, idely from country to country, were subjected 
to special control and required to obtain a license.to be 
rcr.e‘ed every two months. 

The Bank of Java, formerly the central bank of the 
Netherlands Indies, ’’as closed immediately upon occupation 
and ras reopened shortly thereafter as an* ordinary bank# In 
the Tether lands Indies and Halay attention r/as dircctod toward 
the organization of nev/ peoolo^ banks in the form of coopera¬ 
tive societies,which v/ere placed under £ trict control of 
the military ad; ministration and entrusted rrith -he collection 
of savings and the glinting of loans and advances to farmers, 
merchants, and small manufacturers. In the Philippines, 
where the local commercial banks and the Postal Savings Bank 
had been reopened for business shortly after occupation, 
the met; Japanese-dominated local government announced in 
October 1943 the reorganization of the National Bank of the 
Philippines (a government-owned commercial institution) 
into a central ' arl: with soli, right of issuing notes and 
holding official accounts. Similarly, the now Burmese 
Government announced the opening of a central baa 1 : on Novem¬ 
ber 1 , 1943. 





III. T T 'E JAPAIISE PATTER!’ OF FINANCIAL CONTROL 

The Japanese Policies in Manchuria, China and Southeast 
Asia indicate a rather uniform pattern of financial control in 
occupied areas. Under the Japanese form of totalitarian im¬ 
perialism, financial control is designed to integrate depen¬ 
dent territories into the economic system of Japan and to draw 
from them materials and manpower necessary for strengthening 
the Japanese military machine. Thus, financial control be¬ 
comes a conscious and effective instrument of military and 
expansionist policy. 

The opening of military operations represents the last 
stage of a long nrocesr of economic penetration carried on 
through financial methods. This penetration taV.es the form 
of Japanese investments, expansion of Japanese banks, and the 
^reparation of plans for the integration of occupied territories 
into the Japanese economy. In this policy of financial pene¬ 
tration, Japanese banks play an important role. No definite 
information is available with regard to connections between 
the Jwantung Army ar.d the Eenk of Chosen; however, the branches 
of this bank were central points for advanced penetration into 
Manchuria and Forth China. Close relations also appear to 
have existed between the Japanese Favy anc 1 the Bank of Taiwan. 

In Indo-China and the Netherlands Indies, the policy of the 
Yokohama Specie Bank during 1941 was directed to divert to 
Japan, through monetary arrangements, the commercial interests 
of the country. In all areas, Japanese banks directly con¬ 
trolled by the government itself (Yokohama Specie Bank, Bank 
of Chosen, Bank of Taiwan) promoted Japanese financial and 
commercial penetration of a political nature, while other 
banks connected VT ith powerful private concerns (such as 
Mitsui, Mitsubishi, Sumitomo, Yasuda) served as the back¬ 
bone for the expansion of Japanese industrial, commercial and 
shipping interests. 

Japanese policy, after the opening of military opera¬ 
tions, may be divided into three phases; 1) the period of 
military hostilities, 2) the organization of a provisional 
government, and 3) the establishment of a government recognized 
de jure by Japan. 


Period of Military Hostilities 


Upon the opening of military hostilities and beginning 
of invasion, the Japanese Army immediately makes use of a 
special currency — the military note — for the payment of 
goods and ’services obtained from the local population. In 
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practice, this note differs little from a transferable receipt 
given in exchange for goods and services. The local currency 
is maintained in circulation for general use of the population; 
export or import of military notes or local currency and any 
transfer of funds is prohibited in principle but allowed 
case by case through licenses issued by military authorities. 

In addition, with a view td making the military note acceptable 
to the civilian population, its form, denominations, and type 
are such as to approximate those of the currency locally in 
circulation. ’ Moreover, in order to provide technical assistance 
for the Army^ monetary operations, the military note is 
printed and issued by the Bank of Jaoan and disbursed in occu¬ 
pied territories by the Yokohama Specie Bank or other official 
institutions (Bank of Taiwan or South Seas Development Bank): 
this also permits civilian monetary authorities to exercise a 
certain influonce over the currency policy of the military 
authorities in occupied areas. 

As military operations progress and territorial occu¬ 
pation is extended and gradually consolidated, the military 
note is made legal tender for taxes, fees, railway fares, and 
other payments collected by the Japanese Army. Such measures 
cause the note to circulate more widely. As the currency be¬ 
comes generally acceptable, a certain amount of hoarding of 
military notes by the local population occurs; consequently, 
their value in terms of local currency tends to rise. Japanese 
xvrmy authorities then proceed to fix an official exchange rato 
between military notes and local currency and gradually to 
depreciate the latter. 

During the period of military hostilities no bank of 
issue functions in occupied territories. Commercial banking 
service, suspended during the early phase of hostilities, is 
gradually restored by Japanese banks; limitations are placed 
upon the withdrawal of deposits, and bank accounts arc kept 
according to the currency in which in-payments are actually 
made (i.e., in local currency or military notes). Japanese 
banks take over u enemy 4 * banks for liquidation and undertake 
monetary and financial operations on behalf of the Japanese 
Army, of local productive activities, and of commerce with 
Janan. 


Foreign financial operations on behalf of private in¬ 
terests arc prohibited in gcnoral, and made subject — case 
by case — to special license to be obtained from Japanese 
military authorities. Foreign trade is carried on almost ex¬ 
clusively b the technical services of the Japanese Army and 
Navy or by Japanese Government agencies, which arc financed 
by the Yokohama Specie Bank or other official institutions. 



Poriod of Provisional Government 


As soon as military operations on a large scale coasc 
and a local provisional government is set up in an occupied 
area, the Japanese proceed to organize a new central ban!' with 
the privilege and monopoly of note issue. The legislation 
and administration of the nc'* institution and of the nev; 
currency are worked out in detail by Japanese experts. Specific 
tanks assigned to the non central bank are: 

1. To unify the local monetary system and to stabilize 
the currency in terms of yen. 

2. To function as a central bank:.and government 
financial institution and to engage in general bank¬ 
ing business in accordance r *ith the requirements of 
the area. 

3. To control the money market, assist in the develop¬ 
ment of the credit system, promote the establishment 
of other financial organs, and to administer the 
foreign exchange control. 

The capital of the institution is provided by the pro¬ 
visional government alone or in ronjunction with Japanese and 
local banks. Fominal control over the institution rests v;ith 
the Ministry of Finance of the provisional government. However, 
actual direction and management of the hank are exercised by 
Japanese civilians attached to the banks as experts, officials, 
or employees. 

The new bank takes over ‘the premises and assets of the 
agency or bank of issue operating before the o'cupation, and 
proceeds to liquidate its local liabilities. Upon opening 
for business, the new bank immediately issues a nev; currency 
in form, denominations, and tyre similar to the currency used 
in' the area before the Japanese occupation. Simultaneously 
the provisional government issues ordinances making the new 
currency the sole legal tender for all payments and providing 
for the withdrav;al of the currency whi ch had been issued before 
the Japanese occupation. For a limited time only, the old 
currency is exchanged at a fixed parity (usually 1:1) for the 
nc v - currency; afterwards, the old currency is gradually de¬ 
preciated, ar.d eventually banned entirely. These measures, 
however, are not applied to the military notes and other yen- 
bloc currencies, which continue to circulate during the entire 
provisional government period. 
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During this period there is a gradual resumption 
of foreign trace through private channels under a suctem of 
foreign exchange control. The administration of this con¬ 
trol is entrusted to the Yokohama Soecie Bank. A Japanese 
financial commissioner — civilian, not military — super¬ 
vises the local operations of the Yokohama Specie Ban 1 : and 
other Japanese banks. This commissioner also acts as ad¬ 
viser to the Ministry of Finance of the provisional govern¬ 
ment on the general monetary and financial policy. 

Period of Recognized Government 

The process of coordination of the local money market 
pith the Japanese financial structure is brought to completion 
only after the provisional government has been reorganized 
and been set up as a "permanent" government, recognized 
de jure by Japan. Usually the value of the local currency 
is officially pegged at a parity of 1:1 to the yen at that 
ti :i e, and. the notes issued by the local central bank are 
made the only means of payment in the area. The use of, and 
transactions in military notes and other currencies of the 
yen-bloc are prohibited, and debit and credit accounts ex¬ 
pressed in these currencies are converted into the local 
currency. The local central bank proceeds to withdraw military 
notes and other yen currencies from circulation and to ex¬ 
change them for its own notes or ban 1 : deposits 5 in compensa¬ 
tion, the local central ban]: is granted a book credit against 
the Bank of Jaoan and the other central banks of the yen 
area. This credit is liquidated by special arrangements, 
usually through clearing agreements entered into by the 
local central bank and other central banks of the yen area;, 
settlement of accounts being effected on the books of the 
Bank of Japan. 


Financial organization and administration arc designed 
primarily to servo Japanese interests and policies. Although 
the local Ministry of Finance and the local central bank 
nominally assume control of banking, currorcv, foreign ex¬ 
change, and foreign trade in the area, the rccognizo*d govern¬ 
ment enters into a treaty, with Japan by which it agrees not 
to infringe upon -he principle of economic cooperation and 
to consult with the Japanese Government on any important 
economic and financial matters. Thus, its.opcrations arc deter¬ 
mined in acco dance with the general monetary and financial 
policy laid dovri by Japan's Ministry of Finance and the Bank 
of Janan. domestic barkin' institutions remain de facto, if 
not do .jure , restricted to those credit and monetary transactions 
which do not affect the investment field or the external posi- 
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15.on of the currency, ,L, hilG Japanese institutions dominate 
the fields of industrial investments and foreign trade. 

The monetary and credit systems of Manchuria, Mongolia, 
Forth China, and Thailand have already been developed to a com¬ 
paratively high degree and integrated r, ith those -of Japan; 
thk.se areas, along TT ith Jaoan, Korea, and Formosa, constitute 
the 11 yen bloc;” The process of financial development in 
other regions of China has not gone far beyond the establish¬ 
ment of a central ban]: and the TfithdraTral of military yen 
notes. Fo significant advance beyond the sta*c of provisional 
ovornment has been so far reported in occupied Southeast Asia, 
T’ith the possible exception of the Philippines. In territories 
under direct Japanese military control,■ the military yen, 
rather than the yon, is the currency for intra-area.trade and 
financial settlements. A special ease is that of Indo-China, 
v'hoso integration into the Greater East Asia Go-Prosperity 
Sphere has been accomoanicd by formal recognition of French 
sovereignty, the-piastre continuing to be officially pegged 
to the French franc. Thus it is evident that completion of 
the financial organization of the Greater East Asia Co-Pros¬ 
perity Sphere depends primarily upon military and political 
developments.in the various areas. 

It may be noted that the "yen bloc” area (Manchuria, 
Mongolia, Forth China, Thailand) and the 11 military yen area” 
(Central and South China, Southeast Asia) bear a close re¬ 
semblance to the so-called "inner zone 11 and "outer zone" of 
the 11 Co-Pros parity Sphere." The "inner zone" may be defined 
as that area r hich has already been integrated politically 
and economically **’ith the Japanese Empire. The Japanese aro 
carrying cut a long range program of industrial development 
for the area, vhich they expect to hold even in ease of military 
defeat. The "outer zone”- may be defined as that area of mili¬ 
tary operations from rhich Japan may expect to be ejected by 
force of arms or rhich might be relinquished in case of a 
negotiated Peace 5 in thr.s area economic development is on a 
limited scale and is directed to the immediate exploitation 
of rav? materials and foodstuffs essential the war effort. 

In both zones, the Japanese authorities in charge of 
financial policy ’nave been confronted from the very beginning 
rT ith var ous degrees of inflationary development. The basic 
measure adopted rith a view to preventing the spread o£ infla¬ 
tion from one territory to another has been a net of exchange 
controls under rhich all movements of goods and money are 
strictly regulate'* according to policies laid down by Janan's 
V inistry of Finance. In addition, the financial authorities 
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of each area have also limited to specified amounts the ex¬ 
change of local currency for nev currency, and have blocked 
holdings in excess of such amounts; have promoted savings by 
various methods and restricted the use of bank credit; have 
enforced a severe control over internal trade and prices; 
and have placed ceilings on salaries and wages* On the whole, 
Japanese monetary policy has proved successful in restrain¬ 
ing local inflationary developments and achieving the central 
object in view, i.e., subduing the economics of the occupied 
territories and integrating them into the Japanese economy* 

In particular, it has achieved the aim of strengthening 
tendencies toward political and economic regionalism* In 
the economic field, tl is permits Japan to deal directly vith 
relatively small areas dependent on outside economies, rather 
than with large self-containing and self-supporting units* 

In the technical field, Japanese and German monetary policies 
have generally proceeded along similar lines, although the 
Japanese have given great emphasis to-placing the various 
local currencies on a parity with the yen and have only re¬ 
cently adopted the principle of clearing arrangements* 
Hovaments of funds are severely r stricted not only with 
regard to countries outside the yen bloc, but also with 
regard to various yon currencies* The chief economic 
objective of these measures is the isolation* of the various 
yen bloc areas in order to prevent the spread of inflation 
from area to area* 



IV. MONETARY problems in the far east after the elimination 
OF JAPANESE CONTROL 

Although conditions vary considerably from country to 
country in the Far East and even within each country, certain 
problems common to all areas may be expected to arise. 

Currency 

As Japanese domination is eliminated and Japanese-dominated 
governments disappear in the Far East, considerations of a poli¬ 
tical and psychological character will require the introduction 
of nev; currencies, for the reason that the currencies in circu¬ 
lation 'Jill have been introduced either by or under the auspices 
of enemy authorities. 

In all Far East countries, with the exception only of 
Indo-China, the currency in circulation at present consists of 
notes denominated in the local monetary unit, but issued either 
by Japanese official banks under the control of the military 
administration, or by newly-organized local central banks set 
up under Japanese auspices. As these notes are printed in 
Jaoan, the plates and the special paper are manufactured and 
held by Japanese official agencies.. 

In general, the introduction of a new currency, dis¬ 
tinguished by color and design from the old, but denominated 
m the local monetary unit and issued by sin agency of the 
Allied Military Government, or an organ under its direct 
control, may be recommended. 

Such a currency would have the following advantages; 

1. It would be readily acceptable to the local population; 

2. Its circulation could be easily controlled and re¬ 
stricted to a specific area only; 

3. Its use would involve no exchange- or exchange rate 
problem for local population. 

The alternative of reintroducing currencies formerly 
issued by the legally recognized governments prior to Japanese 
occupation would meet with serious difficulties. In some cases, 
the agency or bank of issue for the occupied area might have 
been closed and liquidated by the.Japanese authorities, and 
only a skeleton stabf or representative office might have been 
maintained by tne recognized government in allied territory. 

In other cases the plates of the n^tes and the dies of the 
coins might have been seized by the enemy or destroyed. In 
most cases enemy agents in the area would be supplied with 
considerable amounts of currency seised during the Japanese 
occupation. 
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The introduction of a special currency denominated in 
dollars or pounds, but especially marked and restricted to a 
specified area only, might combine some of the advantages of 
the local currency and the dollar or pound notes and prove 
useful as spearhead currency during the stage of initial 
operation. 

The introduction of a new currency, whether denominated 
in a local or foreign monetary unit, raises- the question of 
what should be the status of the currency in circulation at 
the time of occupation. Both political and economic reasons 
make the withdrawal of currency issued under Japanese control 
desirable. The chanjo in the status of the country and the 
elimination of all vestiges of Japanese domination would thus 
be emphasized. Withdrawal of Japanese currency could also be 
used as a moans of freezing purchasing power and relieving 
inflationary pressure, since -it would make possible a conver¬ 
sion' of note holdings in the hands of the public into blocked 
ban1: balances. However, supplies of new notes, as well as 
coins or other fractional currency would have to be prepared 
in the United Statjs or Australia, as there are no available 
engraving ana printing facilities in Southeast Asia. An 
attempt to prepare and ship the quantities of currency adequate 
to fulfill the currency needs of■the countries of Southeast 
Asia, on the other hand, would involve serious technical 
difficulties which might argue against the withdrawal of currency 
issued under Japanese auspices. Overstamping of notes, though 
inadequate as a substitute for the exchange of currency, might 
be resorted to in that case. 

Another problem which will arise in connection with the 
introduction of a new local currency is the rate of exchange 
at which the existing notes should be accepted. In general, 
a rate of 1:1 between old and new notes would be most convenient 
not only from the accounting point of view, but also in order 
to prevent speculation based unon expectations of future 
alterations in the value of the currency. 

In order to facilitate exchange operations, this rate 
of conversion might be applied to all types of currencies in 
the area recognized as legal tender either by the legal Allied 
Govur^ment cr, as of the time of invasion, by the Japanese 
military authorities and by the 11 autonomouslocal government 
set uo under Japanese auspices. 

Special measures will probably have to be applied in the 
case of those currencies which, although in active circulation, 
do not havo legal tender status, such as Japanese military 
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notes or bank notes accepted by the public on a purely 
customary, extra legal basis* The status accorde.d to these 
currencies under a regime of Allied Military Government would 
presumably depend upon the role that such currency plays in 
the local economy at the time of invasion.-. In general, it 
may bo said that, if the outstanding amount of this extra-legal 
currency is comparatively small (such as Japanese military yen 
notes or yen bank notes in Southeast Asia), the question of 
exchanging or repudiating need not be decided by the Allied 
Military Government, out can be delayed until a permanent 
civilian government takes change of the administration. On 
the other hand, if the extra-legal currency constitutes the 
bulk of the monetary circulation (such as might bo the case 
m Burma for the Japanese rupee and in the Philippines for 
peso military notes), it might be necessary to effect an 
immediate readjustment. This could be done, either by 
giving to the extra-legal currency a status of limited 
legal tender—making it legally valid for certain payments, 
such as f^es and taxes—and withdrawing it gradually from 
circulation by the simple process of tax collection, or by 
exchanging it into the new currency issued under the Allied 
military authority within a limited time period and at a de¬ 
preciated rate vis-a-vis the local legal tender currency. 

Banking 

Even more serious political and technical problems are 
likely to arise in the fiold of banking. In regions like those 
of Southeast Asia, which are characterized by colonial or quasi¬ 
colonial conditions, modern financial institutions are owned, 
controlled, and managed by foreign interests. Local banks 
and pawnshops play onlv limited roles in connection with purely 
domestic activities. The .-Allied Military Government authorities 
will find these areas largely, if not entirely, deprived of 
savings, credit and remittance facilities•as a consequence of 
the liquidation of American, British, and Dutch banks by the 
Japanese authorities, and of the withdrawal of Japanese per¬ 
sonnel and the closing of Japanese banks. 

Certain fundamental jurisdictional problems will require 
a c 3 c is ion before technical aspects can be approached. Decision 
wii have to bo made v/oll in advance, for instance, as to the 
ext.:.it to which the reorganization of finanexal facilities is 
to be effected on a military basis-, by services of the opera¬ 
ting armies or of the Allied Military Government; or on a 
civilian basis, by official and private banks, with the func¬ 
tion of the Allied Military Government limited to supervision 
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and control. During the early phases of liberation, financial 
operations will be closely related to the movements of military 
forces, involve deoisions of military character, carry risks 
which cannot be measured by commercial standards, and require 
complete mobility on the part of personnel and technical organs. 
Daring this period, the major burden and responsibility will 
fall upon services of the forces of occupation, even though 
assistance by civilian institutions might be considered and 
obtained. 

The performance of financial services during the early 
phase following the elimination of Japanese control may thus 
require the organization and temporary use of "military banks," 
or special army or navy units entrusted with general financial 
functions and specifically designed to operate in areas lacking 
financial facilities. In general, these units could combine 
the controlling functions exercised by an Allied Military 
Financial Agency with the operating activities conducted by 
banking institutions. They could exercise such functions as 
issuance of currency, making or guaranteeing loans, collection 
of savings, handling remittances for the account of the members 
of the Allied forces, and management of foreign exchange control* 
In addition these units could be charged with the custody of 
enemy property and business enterprises, the taking over of 
premises, documents, papers, safe deposits, cash, and other 
assets of enemy banks, and the investigations of neutral 
institutions with a view to permitting their reopening for 
business. 

Another set of problems.will arise with the reestablish¬ 
ment of banking facilities. On the one hand, the liquidation 
or reopening of institutions which had operated under Japanese 
occupation would involve a valuation and disposal of assets 
acquired during the course of their transactions with, or on 
behalf of, Japanese authorities and enterprises; these assets 
will consist to a large extent of credits on Japan, On the 
other hand, the question will arise as to whether any advance 
should be made, or a guarantee given to banks for the payment 
of their liabilities, which will, in large part, be due to local 
residents. Such readjustment of the position of banicing insti- 
tuvi-'is in Southeast Asia will be further complicated by the 
fac' ‘.hat most countries (with the except ion* cf the* Nether lands 
Ino: -■ r> and Indo-China) are not provided with'a ''legitimate" 
central bank (i.e., a central bank acting as official agent of 
a 1> gaily recognized government). The burden of financial 
and administrative control will presumably fall entirely upon 
the Allied Military Government. 
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The use of civilian banking institutions, governmental or 
private, raises the question of whether only those banks which 
had operated in the country before the Japanese occupation should 
be allowed to reestablish their branches, or whether other foreign 
banks should also be permitted to enter these areas. The admission 
of banks of the former type, which have local experience and 
specially trained personnel, will be advantageous. Admission of 
other foreign banks might be justified on grounds of convenience 
to members of the occupation forces, or in connection with a 
redirection of foreign trade from old to new import and export 
markets, taking place under the regime of occupation. 

In both cases, the Allied Military Government would be 
confronted with the problems of determining special rules and 
regulations for the recruitment of eligible bank personnel, 
and licensing the opening of offices, the location of which 
should be decided not only from a business point of view, but 
also from th; point of view of the bank^ ability to serve 
the needs of the reoccupation forces and the military adminis¬ 
tration. In addition, special provisions might also be required 
with regard to the status of properties owned by, claims due 
to, and liabilities due from those banks which will reopen 
for business after suspension or liquidation during the period 
of enemy occupation. The promotion of now indigenous institu¬ 
tions may become desirable if an Allied Military Government were 
to administer any one area for a long period of time. 

The common characteristics of occupied Far Sastern areas— 
thoir colonial character and the uniform financial policy followed 
by Japanese authorities—will make the general problems which 
have been hiscussed above common to all areas. However, different 
degrees c,' economic development and of political autonomy, the 
differing allegiances during the present war, and differing 
financial requirements, depending upon local agriculture and 
business conditions, will call for separate planning fer each 
country. 






